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1.Introduction
Thereceivedwisdomisthatacostlybuthighaccuracyauditcaninducetrustinthe
securitiesmarket.However,inJapanapparentlymostofmanagerspreferalesscostlybut
lowaccuracyaudit.Theytendtobelievethattheauditreport'saccuracyisnotincreasing,
dependingontheauditfees.Somepeoplefearthatthismaycompromisethecredibilityof
theJapanesesecuritiesmarket.Theaimofthispaperistoexaminewhetherintroducing
ahighqualityauditortheregalrecoursecanenhancetrustinthesecuritiesmarket.
Oursignalingmodelisextended,takingintoaccountthepossibleregalrecourse
againstmanagers.Itisbasedonnexttwoassumptions.Auditingisnotperfectandsom「e-
timesmakesamistake.Thecourtcanfindwithdifficultyanyproofthatmanagershave
behavedhonestly,andhencesometimesinvestorswilllose.Ourmodelpredictsthatwhen
theregalrecourseispossible,itismucheasiertoobtainthepoolingequilibrium,ir.which
theopportunisticmanagersbehavehonestly.
Ourexperimentisconductedbasedonthismodel.Four.laboratorymarketsaremade.
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Inthefirstmarketauditingisn'tavailable,whileinotherthreeeachmanagercanvoluntar-
ilypurchaseit.Inoneofthesemarketshecanonlychoosealesscostlybutlowaccuracy
audit.Inothertwohecanchooseamorecostlybuthighaccuracyaudit,too.Inthelast
markettogetherwithauditingtheregalrecourseispossible.
Contrarytoourfirstexperimentalexamination(2005),onlyintroducingahighquality
auditreducesthehonestbehaviorofmanagers.Furthermore,mostofthemcontinueto
purchasealesscostlybutlowaccuracyaudit.Thesuddenemergencyofacompetitive
marketonlyconfusesmanagers.Introducingtheregalrecourse,however,makesmanagers
behavemorehonestlyandinvestorsinvestaccordingly,althoughtheformeralmostal-
wayschoosealesscostlybutlowaccuracyaudit.Theresultsmightreflectwhatthe
Japanesesecuritiesmarketisallaboutsofar.
SimilarexperimentalresearchisdonebyDejongetal.(1985),Dopucheta1.(1989),
Kachelmeier(1991),DopuchandKing(1992),andWallin.(1992).Themoreadvanced
studies,whoseobjectiveismainlytheauditorsreportingbehavior,aredonebyMayhewet
al.(2001)andMayhewandPike(2004),butnobodybelievesthatahighqualityauditisnot
alwayswelcomedtothemarket.Therestofourpaperisorganizedasfollows.Wepresent
abasicmodelinthesection2andshowanexperimentaldesignandresultsinthesection
3.Asummaryandconclusionareprovidedinthefinalsection.
D.TheModel
1.TheDisclosureGame
Firstweformulateaverysimpledisclosuremodelbasedontheprisoner'sdilemma
gamei.Supposethatamanagersellsanassettoaninvestor.Themanagercanmakean
effortornoeffort.Wheneverhemakesaneffort,heincursthecost(C=5),buthecan
certainlysellahighqualityasset.Ontheotherhand,ifhemakesnoeffort,heincursno
costatall,buthewillsurelysellalowqualityasset.Theinvestorcanbuythisassetor
boycottit.Ifhewouldliketobuyit,heshouldalwayspayρ(F;10)tothemanager.The
liquidationvalueofassetwillamounttol5,ifthequalityishigh.Thatvaluewillbeonly
5,ifthequalityislow.Therebytheinvestorcangetl5-10=5intheformer,whilehewill
lose5(5-10=一5)inthelatter.Managerswhomakeaneffortcangetonly10-5=5 ,
whilethosewhomakenoeffortcangetlO-0=10.
Letusassumethatthemanageralwaysdisclosesthattheassetqualityishigh,since
disclosinglowleadstoaboycottfromtheinvestorandhencemeaningless.Heknowsthe
realqualitybuttheinvestordoesn't.Thereexistsaninformationasymmetry.Therational
choiceoftheinvestoristoboycottit,giventheprobabilitythathebuyslowqualityasset
onlytolose5asasucker'spayoff.Evenamanageralwaysmakinganeffortknowsthat
lStrictlyspeaking,itisbasedonwhatRasmusen(2001,pp.ll8-119)calleditone-sidedprison-
er'sdilemma.
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FigurelDisclosureGame
hewilllose5duetotheboycottoftheinvestor.Thereasonablesolutionisthathemakes
noeffortatall.WearenowfacingwithwhatAkerlof(1970)calleditalemonproblem.
Figurelsumsitup.
2.TheSignalingGame
2-lThePoolingEquilibrium
Theauditpurchasecantransmitinformationfromamanagertoinvestorsandsolve
theinformationasymmetry.Weproposeasignalingmodelthroughthemodificationof
theabovedisclosuregame.Auditingisavailable,butonlythemanagercanvoluntarily
purchaseit.Therearetwotypesofmanagers:dishonestandopportunistic.Thedishonest
typeiscompletelyeffort-averseandnevermakesaneffort.Theopportunistictypetrades-
offthecurrentbenefitfrommakingnoeffortandthelossinreputation.Inotherwords,he
iswillingtomakeaneffort,onlyifheisbetteroff.
2parametersαandβareprovided.Theformerdenoteshowoftenhisorherintention,
whethergoodorbad,willbefruitful.Thelatterindicateshowoften .acorrectreportwill
beprovidedontheauditpurchase.Theparametersαandβareuniformlydistributedon
[0,1].TheauditfeeisdenotedbyC.
Ourassumptionisthatanincorrectreportisprovided,onlyiftheassetqualityis
actuallylow.Itmeansnomistakemadeintheauditreportwhentheassetqualityishigh.
Weextendoursignalinggame(Kato2004・2005),takingintoaccountthepossibilityof
lawsuit.Investorscansuethemanagerfortheirloss.However,theywouldneverwin,if
themanagerdidn'tpurchaseanauditortheauditreportsaidthattheassetqualityislow.
Theycanrecuperateallthemoneytheylost,iftheywin,butthecourtcanfindwith
difficultyanyproofthatthemanagerhasmadeaneffort.Theprobabilityofwinninga
suitisdenotedbyφanditdoesn'tdiffer,whetherthemanagerhasmadeaneffortornot.
If.investorswin,themanagershouldpaythecostoflawsuit(F)aswell,otherwisethey
oweitentirelytothemselves.HigherFimpliesalsoaculturaloreconomicburdenfacing
withthelawsuit.
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Figure2-1ExtensiveFormoftheGame(makinganeffort)
Figure2showstheextensiveformofthegame.Firstweinvestigatetheconditionof
thepoolingequilibrium,inwhichtheopportunistictypewillabandonhisdishonestbehav-
ior.Wecallitanincentivecompatibilityconstraintorself-selectionconstraint.Allwe
havetodoistomakehisexpectedpayoffalittlebitmorethanwhenhemakesnoeffort
andstillpurchasesanaudit.Exceptforthecompletelyeffort-aversetype,heknowsthat
hewillbebetteroffwhenhemakesaneffortevenafterpayingtheprivatecostthathe
lncurs.
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Eveniftheopportunisticmanagermakesaneffort,hecannotavoidendingupwitha
lowqualityasset,andhenceontheauditpurchasehecanlose5十Cwithprobability
(1一 α)β.Theauditreportmistakenlysaysthattheassetqualityishighandtheinvestor
iswillingtoinvestwithprobability(1一 α)(1一 β).However,hecansueandmakethe
managerpayhisloss(5)andthecostofla.wsuit(F)withprobabilityφ,whilehemustpay
Fhimselfancputupwithallthelosswith.probability(1一 φ).Thus,theexpectedpayoff
ofhonestbehaviorisgivenby:
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①H=α(5-C)一(1-a)β(5+C)一(1一 α)(1一 β)(C+F)φ
d=5
+(1一 α)(1一 β)(5-C)(1一 φ)
Supposethatamanagermakesnoeffortandpurchasesanaudit.HelosesonlyCwith
probabilityα β.Withprobability1一αtheassetwillbeactuallyhighandhecangain
effortlesslylO-C,becausetheauditreportmakesnoerrors.Withprobabilityα(1一β)the
reportincorrectlysaysthattheassetqualityishighandtheinvestorisexpectedtoinvest
buthecansuitthemanager.Themanager'spayoffisio-c-F-5=5-C-F,whenhe
loses(φ),whilehecangainapayoffoflO-C,whenhewins(1一φ).Theexpectedpayoff
ofdishonestbehaviorisgivenby:
②H=一 αβC+(1一 α)(10-C)+α(1一β)(5-C-F)φ+α(1一 β)(10-C)(1一 φ)2=O
Theexpectedpayoffofhonestbehavior10shouldbeatleastassameasthatofdishor・
estone②,sothattheoPPortunistictypemaypurchaseanaudit.GivenF=3and
φ=1/2,weobtain:
5
③ ・≦8・ 一・β+12・ β⇔ ・≧ 吉+122
β+万
AsFigure3shows,thisconditionissatisfiedonlyinsidetheareaoftwostraightlines
α=landβ=1(0≦ α ≦1,0≦ β ≦1)andthehyperboliccurvewhoseasymptoticlineis
α=1/2andβ=一2/3.Itisindependentoftheauditfee(C)2.Wecallitapoolingequilib・
rium,becausethecompletelyeffort-aversetypecanstill.purchaseanaudit.Asαap-
proachesl,muchsmallerβ(β=0.167)cankeepthisconditionholdcomparedwiththe
casewithoutregalrecourse(Kato2005).
2-2TheSeparatingEquilibrium
Weexaminetheconditioninwhichthosewhopurchaseanauditwillcertainlymake
aneffort.Allwehavetodoistosettheexpectedpayoffofdishonestbehavior②assmall
aswhenhemakesnoeffortandneitherdoespurchaseanaudit,sothattheinvestor
doesn'tinvest.GivenF=2andφ=1/2,wehave:
10-C
④ α≦
6
2β+
百
2Reducingthecostoflawsuit(F)increasetheexpectedpayoffofdishonestbehaviormorethan
thatofhonestbehavior,aslongasα>1/2.Thus,largerβmakesitnecessaryforthepooling
equilibriumtobeeffective.Forexample,whenF=2isgiven,β=0.231isnecessaryatα=L
Thesameistrue,whenitcomestotheseparatingequilibrium.Fbrexample,whenF=2isgiven,
β==0.847isnecessaryatα=1,
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Figure3PoolingandSeparatingRegions
ThisconditionisdependentofCanditdefinestheindividualrationalityorparticipa・
tionconstraintforthecompletelyeffort-aversetypeaswell.AsFigure3shows,when
C=1isgiven,itissatisfiedonlyinsidetheareaoftwostraightlinesα=landβ=1
(0≦ α ≦1,0≦ β ≦1)andthedashedhyperboliccurvewhoseasymptoticlineisα=O
andβ=一2/3。Itindicatesthatalittlesmallerβ(β=0.833)canmakethisconditioneffec-
tivecomparedwiththecasewithoutregalrecourse(Kato2005),asαapproachesl。
皿.TheExperimentalInvestigation
1.TheExperimentalDesign
Theexaminationisalsomadeinalaboratorysetting。Allsubjectsarebusinessmajor
graduatestudentsinJapan.Byusingcomputerterminals,weconductamatchinggame
playedbyapairofsubject::amanagerandaninvestor.Butthroughouttheexperimenta-
tionweareusingthewords"seller"and"buyer"insteadof"manager"and"investor"in
ordertobelessidiosyncratic.41aboratorymarketsarecreated.Inthefirstmarketaudit-
ingisn'tavailable,whileinotherthre年eachmanagercanvoluntarilypurchaseit.Inone
ofthesemarketshecanonlychoosealesscostlybutlowaccuracyaudit.Inothertwohe
canchooseamorecostlybuthighaccuracyaudit,too.Inthelastmarkettogetherwith
auditingtheregalrecourseispossible,Thesubjectsexperienceallfourmarkets.
Theassetqualityisalwaysdisclosedhigh.Eachmanagercanmakeanefforttoin-
creasetheprobabilityofreachingthehighquality,buthedoesn'tknowexactlywhich
qualityhehasachieved.Eachinvestorknowsimmediatelywhetherornotthemanager
haspurchasedanauditandthe.auditreportis.alsopublishedatonce,Anincorrectreport
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willbeprovided,onlyiftheassetqualityisactuallylow .Inallmarketstheinvestor's
payoffisimmediatelyknownafterthechoicewasmade,whereastheinvestorcanobserve
imperfectlyinwhichperiodthemanagerhasmadeaneffort.Allhecandoistomakea
guessaccordingtohispayoff.Tradeisrepeatedinthe20periods.
Theexperimentalde§ignandexaminationaremadeaccordingtoourdisclosureand
signalinggames.Wesetupα=5/6inallfourmarkets.Inoneofthreemarketswhere
auditingisavailable,onlyalesscostly(C=0.5yen)butlowaccuracyaudit(β=2/3)is
provided.Inanothermarketamorecostly(C=lyen)buthighaccuracyaudit
(β=5/6)isalsoforsale.Whether .aloworhighaccuracyauditischosenisimmediately
announcedtotheinvestor,asisthenewdisclosureruleinJapan,wherethisruleisnot
alwaysobserved.
Inthethirdmarkettogetherwithtwoalternativeauditstheregalrecourseispossib豆e.
Theinvestorcansuethemanagersforhislossineveryperiod,followingwhichtheresults
areannouncedimmediatelytobothsides.TheInvestorcanrecuperateallthemoneythey
lostineachperiod,namely5yen.Theprobabilityofwinningasuit(φ)is1/2andit
doesn'tdiffer,whetherthemanagerhasmadeaneffortornot。Iftheinvestorwins ,the
managershouldpaythecostoflawsuit(F=3yen),whileifheloses ,heshouldmakeup
forhimself.However,theywouldneverwin,ifthemanagerdidn'tpurchaseanauditorthe
auditreportsaidthattheassetqualityislow.
Oneofourpreviousstudies(Kato2004)isconductedatα=5/6,β=3/4 ,andC=1,
thatis,theboundaryofpoolingequilibrium.Theparametersαandβaresetupinsucha
waythattheexpectedbenefitisbreakevenbetweenthehonestanddishonestbehavioror .
theauditpurchase,therebymeasuringitspure .effectonthebehaviorofmanagersand
investors.Theresultsaremixing,whichsuggeststhatwhilemanagersputstrongtrustin
auditing,investorsshowsomereservationaboutit.Anotherstudy(Kato2005)conducted
atα=5/6,β=4/5,andC=10rl.5,wheretheauditaccuracyishigher ,showsthatinves-
torsdemonstratedtrustinauditingaswell,althoughtheincreaseofauditfeereducestrust
inauditing.
Takingintoaccountthealternativeauditcostsandthepossibleregalrecotlrse ,our
firstexperimentalstudy(2005)isdoneatα=5/6,β=3/40r4/5,φ=1/2,C=0 .50rl,and
F=2.Theresultsarenotconvincing.Introducingahighqualityauditandtheregal
recoursehasalmostnoinfluenceonthebehaviorofmanagersandinvestors .Inthisreex-
amination,therefore,someparametersaremodified.Alesscostlybutlowaccuracyaudit
beingPurchased,highprobabilityofincorrectauditreport(1/3)enablesthedishonest
behaviorofmanagerstobebetteroff.OntheotherhandamorecosUybuthighaccuracy
auditbeingchosen,thefrequencyoferroneousauditreportisreduced.byhalf(1/6)and
theirdishonestbehaviorwillbeworseoff.Thedifferenceismuchclearer.
Theregalrecoursecanmaketheirdishonestbehaviorworseoffevenonthepurchase
oflowaccuracyaudit,sinceitismucheasiertoobtainthepoolingequilibrium ,inwhich
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managersbehavehonestly;β=7/12(0.583)issufficientatα=5/6.Moreover,wemake
thelawsuitmoreexpensive,takingforgrantedtherestraintduetotheculturaland
economicburdensinJapan.
2.TheResults
Our5hypothesesare:
H1:Thenumberofeffortandinvestmentishigherwhenauditingavailable.
H2:Thenumberofeffortandinvestmentishigherwhenmanagerscanchooseamore
costlybuthigheraccuracyaudit、 ..
H3:Thenumberofeffortandinvestmentishigherwhentheregalrecourseispossible.
H4:Managerspurchaseacostlyauditmorefrequentlythanlesscostlyaudit.
H5:Managerspurchaseacostlyauditmorefrequentlywhentheregalrecourseis
possible.
Thecomparisonandthestatisticalexaminationaremadebetweenthefourmarkets
(Table1).Thefirsthypothesisreceivesverystrongsupport,eveniftheprobabilityof
incorrectauditreportissohighthatmanagerscanbenefitfromthedishonestbehavior.
Thefrequencyofeffortdifferssignificantlybetweenthethreemarkets,whereauditingis
available.However,theresultsareagainstthesecondhypothesisandinfavorofthethird .
Tablel
AuditingUnavailable AuditingAvailable
UniformalAuditCostAlternativeAuditCostRegalRecourse.① ② ③ ④
14 14 14 14
α 0.833(5/6) 0.833(5/6) 0.833(5/6) 0.833(5/6)
β 0,67(2/3)0.67(2/3)0.83(5/6)0.67(2/3)0.83(5/6)
C 0.5 0.5 1 0.5 i
AuditPurchaseStandardDeviation2,061 2,301 2,340 0,842 0,363
Frequency Average 18.64 18.29 1.64 19,6430.1429
Co・efficiency
EffortandInvestment一a.2938 0.1028 0.8698 0.8187
FrequencyofEffortandAuditPurchase一 〇.1343 0.1239 0.3874
FrequencyofAuditPurchaseandInvestment0.6426 0.2740 0;6114
EffortInvestmentEffortInvestmentEffortInvestmentEffortInvestment
StandardDeviation1,875 2,533 2,560 2,713 3ユ52 2,326 3,025 3,934
Average 9,143 13.57 17.35 15.14 15.36 15.21 18.07 16.36
Effort Investment
②+③+④
StandardDeviation 3,079 3.04E
Average 16.93 15.57
①and②+③+④
i・Statistic(T) 8,894 2,212
p-Value(P) 纏0.0000 '0.015E
Welch-Statistic(T) 1L270 2,427
ρ一Value(P)
*掌0
.0000
準率0
.0110
MannIWhitneyU'sTestZ・Statistic(Z) 5,308 2,308
ρ一Value(P)
榊0.0000 **0.0105
②and③and④
Kruskal-WallisTestH-Statistic(H)5,894 4,012
p-Value(P) `0.0525 0.1346
f#SignificantlyDifferentatO.01*SignificantlyDifferentatO.05
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Thefrequencyofinvestmentdoesn'tdiffersignificantlybetweenthethreemarkets,butit
increasesanywayinthemarketswheretheregalrecourseisavailable.
Thedigressionanalysisyieldsalmostconvincingresults.Thecoefficiencybetween
thefrequencyofeffortandinvestmentisadversewhenauditingisunavailableandex-
tremelylowwhenmanagerscanchooseonlyalesscostlybutlowaccuracyaudit,whereas
itbecomesveryhighwhenmanagerscanchooseamorecostlybuthighaccuracyaudit.
Thecoefficiencybetweenthefrequencyofeffortorinvestmentandthatofauditpurchase
isdifficulttoevaluate,sinceeverymanageralmostalwayspurchasesanaudit.
Asfarasthelast2hypothesis.areconcerned,thecompletelyadverseresultsareob-
tained.Theplayerschooseinmostofthecasesalesscostlybutlowaccuracyaudit,The
possibleliabilitydoesn'tchangeatallthisbehavior,whichmightbebasedontheeconomic
efficiency.Aslongasmanagersmakeaneffortandpurchaseanaudit,anincorrectreport
willberarelyobtainable,whichsituationdoesn'tdiffersomuchbetweenβ=2/3and
β=5/6insuchashortperiodas20ineachsession.Thenumberoflawsuitis,thereby,
veryfew;onlyl.714timesineachsession,ofwhichinvestorswinonlyO.9286times.The
curiousthingisthatallplayersbecomesarisktakerwhenthelawsuitispossible,evenif
theyincurthefairlyhighcost(F=3).
Takingalookattheselectionofeffortandinvestmentovertime(Figure4and5),the
frequencyofmutualdefectionisalwaysmuchlowerwhenauditingisavailable.Further-
more,thepossibleauditpurchasecanpreventitfromincreasingtowardstheend.
IV.ConcludingRemarks
Thesummaryofthepresentpaperisasfollows:
①Oursignalingmodelillustratesthatwhentheregalrecourseispossible,itismuch
easiertoobtainthepoolingequilibrium,inwhichtheopportunisticmanagersbehave
honestly.
②Anexperimentalinvestigationisalsomade.Onlyintroducingahighqualityaudit
reducesthehonestbehaviorofmanagers.Moreover,mostofthemcontinuetopur-
chasealesscostlybutlowaccuracyaudit.Thesuddenemergencyofacompetitive
marketonlyconfusesmanagers.Introducingtheregalrecourse,however,makesman-
agersbehavemorehonestlyandinvestorsinvestaccordingly,althoughtheformer
almostalwayschoosealesscostlybutlowaccuracyaudit.
Itisnonethelessimportanttonotethatahighqualityauditisnotalwayswelcomedto
themarket,aslongasmanagersbelievethemselvestobesincere.
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Appendix
InformationandInstruction
GeneralInformation
Youhavebeengiventheopportunitytoparticipateinastudy.Thepurposeofthe
studyistoexpandtheknowledgeofeconomicdecisionmaking。Youhavetheopportunity
toearnthemoneyinanexperiment.
Informationabouttheexperiment
Youwillnowparticipateinanexperiment.41aboratorymarketsarecreated。Inthe
firstmarket(marketl)auditingisn'tavailable,whileinotherthreeeachmanagercan
voluntarilypurchaseit.Inoneofthesemarkets(market2)hecanonlychoosealesscostly
butlowaccuracyaudit.Inothertwo(market3and4)hecanchooseamorecostlybut
highaccuracyaudit,too.Inthelastmarket(market4)togetherwithauditingtheregal
recourseispossible.Youshouldplayasellerandbuyerinallfourmarkets .
Eachsellercanincreasetheprobabilityofachievingahighqualityassetbychoosing
aneffort.Withoutmakinganefforthecanproduceahighqualityassetwithprobability
1/6,whilehecanimprovethisprobabilityupto5/6bymakinganeffort.Thecomputer
alwaysdisclosesthattheassetqualityishigh.Ifthesellerwantstobehonest ,heshould
chooseaneffort.Whenauditingisavailable,eachsellercanpurchaseanaudit.Ifhe
purchasesit,thepurchasingcostandtheauditreportispublishedatonce,statingthatthe
assetquality.isloworhigh.Theauditreportisalwayscorrect,whenitstatesthattheasset
qualityislow,butsometimesanincorrectauditreportwillbeprovided,whenitstatesthat
theassetqualityishigh。
Inthemarket2eachsellercanpurchaseonlyalowaccuracyauditatthecostofO.5
yen,whileinthemarkets3and4hecanalsopurchaseahighaccuracyauditatthecostof
lyen.Ifhepurchasesalowaccuracyaudit,anincorrectauditreportwillbeprovidedwith
probability1/3.Ontheotherhandithappenswithprobabilityl/6,ifhepurchasesahigh
accu「 夙cyone・
Allthebuyerhastodoistochoosea"buy"or"notbuy",regardlessofwhetheraudit-
ingisavailableornot.Thecomputerrevealsimmediatelywhetherhegainsorloses .Ifhe
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FormforScores
Buy=10Effort=5Audit=1Seller':
NotBuy=ONoEffort=ONoAudit=0.Payoffs
1「=]二[コ ー ロ ー
2[コ ー[=二]一[=]一
3[コ ー[コ ー[=二]一
4[コ ー[==]一[===]一
5ロ ー ロ ー[==]一
6[-一[-一[==-一
7[=-一[=-一 ロ ー
8[二=■ 一[==■ 一 ロ ー
9[==]一[三=]一 ロ ー
10ロ ー[====]一 □=
11[====]一[=====]一.ロ ー
12[====]一 ロ ー □=
13[コ ー[=コ ー-一
14[コ ー[=コ ー ロ ー
15[コ ー[=コ ー[-一
16[二二==]一[===二]一□=
17[=]一[=-一 ロ ー
18「==コ ー[===■ 一[三===]=
19[コ ー[=]一[三]一
2・[コ ゴ[コ ー[二==]一
〇〇N・m・ 一T・t・1
buysalowqualityasset,hewilllose5yen,whileifhebuysahighqualityone,hewillgain
5yen.Inthemarket4hecansuethesellerforhislossatthecostof3yen.Withprobabil-
ity1/2hecanwinandhislossandthecostoflawsuitwillbecompensated.Withprobabiレ
ityl/2hewillloseandputupwithhimselfthecostoflawsuit.However,hewouldnever
win,ifthesellerdidn'tpurchaseanauditortheauditreportsaidthattheassetqualityis
lOW.
Eachsellershouldfillaformforscoresinordertoassurehowmuchhehasgainedor
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lostineachround,sincehispayoffisnotrevealedonthecomputerterminal.Ifhemakes
aneffort,heshouldwritedownthecost(5yen)inthesecondcolumn.Ifhepurchasesan
audit,heshouldalsowritedownthecost(0.5yenorlyen)inthethirdcolumn.
Dependingonwhethereachbuyerhasboughttheassetornot,hispayoffrevealedon
thecomputerterminaldiffersbetween-50r十5andO.Intheformerheshouldwrite
down10inthefirstcolumn;thepricethateachbuyerhaspaidfor,whileinthesecondhe
shouldwritedownO.Inthemarket4ifthebuyerwinsthelawsuit,heshouldwritedown
-80utsidethefourthcolumnaswell .Histotalpayoffineachsessionwillbeautomati-
callycalculatedandshownonthecomputerterminalafterthelastroundisfinished.He
shouldconfirmit.Eachsessionincludes20rounds.
Finallyyourinitialpayisfixedonhowmanysessionsyouhaveplayed.regardlessof
yourrole;namely400yenasession.Yourpaywillincreaseordecreasedependingonyour
performance.Themoneyyouwillactuallygainorloseisapayoffrevealedonthecom-
puterterminalorwrittendownontheformmultipliedbyfour.Forexample,alossof5
yenrevealedonthecomputerterminalsuggeststhatyouhaveactuallylost20yen.
